


































































































































TABLE 17
SERVICE DEMANDS AND OFFSETTING REVENUES AND SERVICES 'RELATED TO
PUBLIC NATURAL RESOURCE LANDS

Service Demand Direct/Indirect Offsetting Revenues and Services

Road construction -Internal roads provided directly by State and federal
and maintenance agencies.

-Limited special aid available for CSAH roads near State
parks or federal lands.

-Aid formulae based on both non-resident and resident
traffic.

Law enforcement -Som~ direct service contracts.
-Conservation Officer and federal agency services reduce
Sheriff's duties.

Fire protection -Direct reimbursement through fire protection services
and service contracts.

Solid waste disposal -State and federal agencies provide own services or pay
service charges.

Utilities -Service charges and special assessments.
~State and federal agencies sometimes provide own
services.

Education

Land management

Secondary general
services related
to increased
non-res iden t
population

-More foundation state aid to areas with more public
land or low land values.

-Federal impact payment program.
-Residences on State land subject to property tax.

-State and federal agencies provide own services.
-Technical assistance provided to local governments and
private landowners. .

-All land proceeds from tax-forfeited land go to local
governments.

-Increased private property values as a result of
tourist economy and preserved amenity,

-Increased government employment opportunity.
-Increased genera lempl oyment opportunity.
-Increased local revenues from tourism· industry.
-Increased recreational opportunities.
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9. Decisions to make payments to local governments as.·a result of
public land holdings must be based on factors beyond the costs of
governmental service demands.

10. Tourist-travel expenditures appear to be directly related to: (a)
recreational facilities (especially water-oriented recreation and
hunting), and (b) population and commercial centers (e.g., urbanized
areas). While there is not an exact correlation between public
natural resource land acreage and tourist-travel expenditures, there
is evidence that local governments do benefit through increased tourist
travel expenditures as a result of public natural resource lands in
proximity to their jurisdiction.
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CHAPTER SEVEN

LOCAL TAX REVENUES AND NATURAL RESOURCE
LANDS

There are many types of land, including natural resource lands, which
are not subject to local property taxes and, therefore, may not generate
tax revenues for local units of government even if services are provided
to the property. This loss of revenue is one of the most prominent con
cerns expressed by local officials about tax-exempt lands, especially
where large acreages or high land values are involved. One of the pri
mary purposes of the first phase of the Public Lands Impact Study was to
determine the impacts of State and federal natural resource lands upon
local property tax revenues. The purpose of this chapter is to report
th~ findings of this research.

Natural Resource Land Acreage Determination

Land Record uniformity ConfZicts. One of the major problems encountered
in determining the impacts of public land ownership on local tax revenues
was the lack of uniform land records and land valuations. In both pilot
counties, records of public land ownership at the local level varied,
sometimes significantly, from State records.

In Winona County, for example, the County Assessor's 1974 records show
30,056 acres of State and federal natural resource lands (defined in
county records as forests, parks and wildlife areas). The composite land
acreage estimate developed for the first phase of the Public Lands Impact
Study (see Chapter Two) estimates State and federal natural resource lands
in Winona County at 38,347 acres. The major portion of this difference
appears to arise in differences in land classification in the records.
Some natural resource land has apparently been included in a category
called IIpublic Lands Used for Public Purpose'l in the County Assessor's
records. While this does not reduce the total amount of public land
accounted for, it does reduce the amount of natural resource land which
can be identified without reviewing parcel-by-parcel records. The com
posite State land acreage records are also more up to date than the 1974
County Assessor's records.

In Aitkin County, State and federal land ownership is extensive and
includes a large amount of trust and tax-forfeited land, which is not
included in county land records. As a result, there are also acreage
discrepancies between Aitkin County aggregate records and centralized
State land records.
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Land Records Utilized. Since the DNR Land Ownership System is based upon
administrative records (for example, sales and purchases), it appears to
be the most current record of State natural resource land (see Chapter
Three). In addition, these records are uniform for all counties. There
fore, data from the LOS were used for estimating land acreage, land value
and the impact of State lands upon local tax revenues. The MLMIS land
records were the only composite federal land records readily available
(see Chapter Three) and, therefore, were used as the basis for estimating
federal land acreage and land values. The Aitkin County Land Commissioner1s
records of tax-forfeited lands in that pilot county were utilized for esti
mates regarding tax-forfeited lands~ Since Winpna County had very little
tax-forfeited land and acreage figures were not readily available, these
lands were not included in the Winona County land value estimates. It
should be noted that this compilation and computation is merely an esti
mate of land ownership and value in the respective pilot counties.

Significance of Acquired Land. Most current direct State and federal
payments in lieu of taxes are for acquired lands only (see Chapters Two and
Four). Any lands which were never in private ownership or were tax-forfeited
are usually exempted from payment. The rationale for this exclusion is that
these landt1either: (r) have never been on the tax rolls, or (2) are not
capable of producing tax revenue on the private market. There are differ
ing opinions in this regard. In both Aitkin and Winona Counties, there is
increasing pressure to acquire land for recreation, retirement or agricul
ture purposes. The current trend suggests that lands with previously low
value, including lands forfeited during the 1930 1s, are now becoming mar
ketable. The Aitkin County Assessor estimates that 90 percent of public
land in Aitkin County could be sold on the private market. On the other
hand, there were individuals surveyed in both counties who felt that most
public lands would have very little market value on the private market.
Estimates of the impacts upon tax revenues will be presented for acquired
land alone, as well as for all types of State and federal natural resource
lands. Acquired land in the pilot areas is estimated in Table 18.

Calculation of Potential Tax Revenues

Appraised Land Value. State law requires that all lands (except tax
forfeited land) be appraised once every six years (MSA 273.18). All lands,
public or private, must be appraised at 100 percent of market value. In
1974, the Winona County Assessor appraised all individBal parcels of pub
lic natural resource lands. The average value per acre of this appraisal
($58) was multiplied by the estimated total acreage of public natural
resource land to determine the total estimated appraised value of natural
resource lands in Winona County. Based upon this estimating procedure,
the total appraised value of natural resource lands in Winona County was
estimated at $2.2 million.

Due to the extensive acreage in Aitkin County, the County Assessor has
not appraised individual parcels of public natural resource lands, as has
been done in Winona County. Rather, standard values per acre are used for
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TABLE 18
ESTIMATED ACQUIRED NATURAL RESOURCE LANDS IN PILOT COUNTIES

Type of Land

Federal Total(l)
- acqui red
- non-acquired

Sta te Fores t To ta 1 (2)
- acqui red
- non-acquired

Other State Naturat 2)
Resource Total
- acquired
- non-acquired

Tax-Forfeited Total(3)
- forests
- other

TOTAL ACRES
- Federal
- State
- Tax-Forfeited

TOTAL ACQUIRED ACRES
- Federal
- State

Aitkin County

15,320
14,880

440

255,608
42

255,566

132,583
11,794

120,789

223,329
116,000
107,329

626,840
15,320

388,191
223,329

26,716
14,880
11 ,836

~~i nona County

10,200
10,200

6,024
5,704

320

22,123
22,121

2

38,347
10,200
28,147

38,025
10,200
27,825

(1) Actual acreage cannot be determined with available data; assumed
all Indian and BLM land is trust land; assumed remaining lands are
acquired (Source: MLMIS).

(2)Source: County printouts from DNR Land Ownership System.
(3)Source: Aitkin County Land Commissioner.
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estimating land values. The Aitkin County Assessor estimates that 40 to
50 percent of State and federal natural resource landi are forested upland
(valued at $80/acre) and 50 to 60 percent are marsh (valued at $30/acre).
To estimate appraised values for the purposes of the Public Lands Impact
Study, a 50-50 split was assumed. Based upon this approximation of land
values, the total appraised value of State and federal natural resource
land in Aitkin County (including tax-forfeited lands) was determined to
be approximately $34.5 million (an average value of $55 per acre).

The value of acquired land in the two pilot counties was assumed to have
the same value per acre as non-acquired property. Based on this assump
tion, it can be estimated that the value of acquired land in Aitkin County
is approximately $1.5 million, and the value of acquired land in Winona
County is approximately $2.2 million.
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Based upon this calculation, it can be estimated that the taxable value
of natural resource lands in Aitkin County is approximately $8.8 million,
and the taxable value of natural resource lands in Winona County is approxi
mately $0.7 million.

Mill Rates. To simplify the process of estimating total potential tax
revenues from natural resource lands, average 1975 rural mill rates for
the pilot counties were utilized, as calculated by the Department of
Revenue. The average 1975 rural mill rate in Aitkin County was 98.36.
The average 1975 rural mill rate in Winona County was 87.48. These mill

Taxable Value. Taxable value is the land value used as the basis for
calculating taxes. It is determined by applying a "ra tio" to the appraised
value of the land (appraised value is equal to the market value). State
law provides for the use of several different ratios in determining the
taxable value of land. That is, only a certain portion of the appraised
(market) value is used as the base for calculation of taxes. The percent
age varies with the type of land use, as outlined in MSA 273.13. Two
ratios were used in the first phase of the Public Lands Impact Study to
determine taxable value of public natural resource lands. The taxable
value of State forests and county memorial forests was calculated by using
the timber and homestead agricultural ratio of 20 percent of appraised
value. The taxable value of all other natural resource land was calcu
lated by using the seasonal recreational and non-homestead agricultural
ratio of 33-1/3 percent. These ratios were multiplied times the estimated
appraised value of the natural resource lands to determine their taxable
value as follows:

x 33-1/3%)
Taxable
Ratio

= Total Taxable
Value of Natural
Resource Lands

20% Taxable) +(APpraised Value of
Ratio Other Natural

Resource Lands(

APpra i sed Va 1ue X
of Forestry Lands
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rates were used to estimate potential tax revenues from State and federal
natural resource lands by multiplying the average rural mill rate times
the taxable value of the land as follows:

Taxable Value X Mill Rate = Taxes

Potential Impact on Local Property Tax Revenues

By using the land valuations, mill rates, and taxable value ratios
described previously, the potential tax revenues from State and federal
natural resource lands, if they were in private ownership, were estimated.
Estimates were made for: (1) acquired natural resource lands (see Table
19), (2) State and tax-forfeited natural resource land (see Table 20),
and (3) all federal, State and tax-forfeited natural resource lands (see
Table 20).

Acquired Natural Resource Lands. Assuming property tax revenues were generated
only by lands acquired for public natural resource purposes, Aitkin County
would receive approximately $48,000 and Winona County would receive approxi
mately $60,000 in real estate tax revenues (see Table 19). Acquired State
natural resource lands would generate about $21,000 in tax revenues in
Aitkin County and approximately $43,000 in Winona County. Acquired federal
lands would generate approximately $27,000 in Aitkin County and approxi-
mately $17,000 in Winona County (see Table 19).

State and Tax-Forfeited Natural Resource Lands. Since the federal
government has recently passed legislation authorizing extensive payments
in lieu of taxes for federal lands, it appeared appropriate to calculate
separately from federal lands the potential tax revenues related to State
and tax-forfeited natural resource lands (see Table 20). Assuming both
State and tax-forfeited lands generated tax revenues to the local units
of government, Aitkin County would receive approximately $835,000 in tax
revenues and Winona County would receive approximately $43,000 (see
Table 20). As was noted in Chapter Two, tax-forfeited lands may be desig
nated by the counties as county memorial forests dedicated to perpetual
public use. Since this status may not be changed without State approval,
estimates were made which discriminated between other tax-forfeited lands
and those tax-forfeited lands dedicated as county memorial forests (see
Table 20). Assuming tax revenues were generated only by State natural
resource lands and county memorial forests, these lands would generate
approximately $641,000 in tax revenues in Aitkin County. In Winona County,
$43,000 of tax revenues would be generated (see Table 20).

AU State~ Federal and Tax-Forfeited Natural Resource Lands. Finally,
the potential property taxes from all types of public natural resource
lands in State and_federal ownership were estimated (see Table 20).
Assuming tax revenues were generated by all types of State, federal and
tax-forfeited natural resource lands, Aitkin County would receive approxi
mately $862,000 in tax revenues, and Winona County would receive approxi
mately $61,000 in tax revenues from these lands (see Table 20).
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TABLE 19
ESTIMATED POTENTIAL TAX REVENUES FROM ACQUIRED NATURAl-. RESOURCE
LANDS IN PILOT AREAS

Aitkin County Wi nona County

A. Estimated Acquired Acreage(l)
- Federal 14,880 10,200
- State Forests 42 5,704
- Other State 11,794 22,121

TOTAL ACQUIRED ACREAGE 26,716 38,025

B. Average Value Per Acre(2) $55 $58

C. Estimated Appraised Value(3)
- Federal $ 818,400 $ 591,600
- State Forests 2,310 330,832
- Other State 648,670 1,283,018

TOTAL APPRAISED VALUE $1,469,380 $2,205,450

D. Tax Ratios(4)
- Federal 33-1/3 33-1/3
- State Forests 20 20
- Other State 33-1/3 33-1/3

E. Estimated Taxable Value(5)
- Federal $272,773 $197,180
- State Forests 462 66,166
- Other State 216,202 427,630

TOTAL TAXABLE VALUE $489,437 $690,976

F. Average 1975 Rural Mill Rate(6) 98.36 87.48

G. Estimated Potential Taxes (7)
- Federal $26,830 $17,249
- State Forests 45 5,788
- Other State 21,266 37,409

TOTAL TAXES $48,141 $60,446

(l)See Table 18.
(2)Based upon information from County Assessors in pilot counties.
(3)Line A x Line B = Line C.
(4)Timber ratio used for forests; seasonal recreation and

non-homestead agricultural ratio used for remainder.
(5)Line C x Line D = Line E. -.
(6))source: Department of Revenue, Property Tax Bulletin No.4.
(7 Line E x Line F = Line G. '
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TABLE 20
ESTIMATED POTENTIAL TAX REVENUES FROM ALL STATE AND FEDERAL NATURAL
RESOURCE LANDS IN PILOT AREAS

Aitkin County Wi nona County

A. Estimated Land Acreage(l)
- Federal 15,320 10,200
- State Forests 255,608 6,024
- Other State 132,583 22,123
- Memorial Forests 116,000
- Other Tax-Forfeited 107,329

TOTAL NATURAL RESOURCE LANDS 626,840 38,347

B. Average Value Per Acre(2) $55 $58

C. Estimated Appraised Value(3)
- Federal $ 842,600 $ 591,600
- State Forests 14,058,440 349,392
- Other State 7,292,065 1,283,134
- Memorial Forests 6,380,000
- Other Tax-Forfeited 5,903,095

TOTAL APPRAISED VALUE $34,476,200 $2,224,126

D. Tax Ratios(4)
- Federal 33-1/3 33-1/3
- State Forests 20 20
- Other State 33-1/3 33-1/3
- Memorial Forests 20 20
- Other Tax-Forfeited 33-1/3 33-1/3

E. Estimated Taxable Value(5)
- Federal $ 280,838 $197,180
- Sta te Forests 2,811,688 69,878
- Other State 2,430,445 427,668
- Memorial Forests 1,276,000
- Other Tax-Forfeited 1,967,502

TOTAL TAXABLE VALUE $8,766,473 $694,726

F. Average 1975 Rural Mill Rate(6) 98.36 87.48

G. Estimated Potential Taxes (7)
- Federal $ 27,623 $17,249
- State Forests 276,558 6,113
- Other State 239,059 37,412
- Memorial Forests 125,507
- Other Tax-Forfeited 193,523 -.

TOTAL TAXES $862,270 $60,774

(l)See Table 18.
(2)Based on information from County Assessors in pilot counties.
(3)Line A x Line B = Line C.
(4)Timber ratio used for forests; seasonal recreation and non-homestead

agriculture ratio used for remainder.
(5)Line C x Line D = Line E.
(6)Source: Department of Revenue Property Tax Bulletin No.4.
(7)Line E x Line F = Line G.
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Impact on Average Rural Mill Rates

+ 30 Mills

= Estimated Rural Mill Rate

Total 1975 Rural Taxes Levied Taxes for 30 Mills
Estimated Taxable Value + 1975 Rural Taxable
of Natural Resource Lands Value

Acquired Land. Assuming taxes were paid only on acquired State and fed
eral natural resource lands, local expenditures remained constant, and
federal and State aid remained constant, the average rural mill rate in
Aitkin County might be reduced from 98.36 to 85.89. The average rural
mill rate in Winona County might be reduced from 97.48 to 85.79 (see
Table 21).

This calculation was completed for: (1) State and federal acquired lands
alone, (2) all State and federal natural resource lands, and (3) State
natural resource and tax-forfeited lands alone.

State and Tax-Forfeited Land. Assuming that tax revenues were generated
only by State and tax-forfeited natural resource land, the average rural
mill rate in Aitkin County could be reduced from 98.36 to 73.52, and the

---------------- M

All State3 Federal and Tax-Forfeited Lands. Assuming that tax revenues
were generated by all State, federal and tax-forfeited natural resource
lands, local expenditures remained constant, and federal and State aid
remained constant, the average rural mill rate in Aitkin County could be
reduced from 98.36 to 73.19, and the Winona County average rural mill
rate could be reduced from 87.48 to 84.88 (see Table 21).

Calculation of Mill Rate. The changes in mill rate were calculated on
the basis of 1975 average rural mill rates and rural taxes levied in the
pilot counties. It was also assumed that 30 mills of the average mill
rates would not be affected due to State laws affecting school mills for
operating expenses and transportation (see Chapter Four). Using these
assumptions, the new mill rate was calculated as follows.

Taxation of public natural resource lands could reduce local mill rates
rather than, or in addition to, raising local revenues. The degree to
which mill rates could be reduced is dependent upon several factors,
including the extent of land included in the tax base, any increases in
expenditures for local services, and any decrease in other State and
federal aid. In reality, it is anticipated that expenditures for ser
vices might be somewhat increased and general State and federal aid might
be slightly reduced. It should also be noted that payments in lieu
of taxes might not have the same effect on aid formulae as an increase
in ad valorem taxes unless the laws affecting the formulae were also
changed.



TABLE 21
ESTIMATED POTENTIAL IMPACT ON RURAL MILL RATES IN PILOT AREAS

1

Average RU5al Mill Rate
in 1975(1

Estimated Change in Rural
Mi 11 Rates (2)
- State and Federal

Acquired Land Alone(3)
- All State and Federal

Landt 4)
- State and TqX-)Forfeited

Land Alonet 4

Aitkin County

98.36

85.89

73.19

73.52

Wi nona County

87.48

85.79

84.88

86.52

(I)Source: Department of Revenue Property Tax Bulletin No.4.
(2)Assumes no change in 30 school mills.
(3)See Tables 18 and 19.
(4)See Tables 18 and 20.

average rural mill rate in Winona County could be reduced from 87.48 to
86.52 (see Table 21).

Relationship Between Current Direct Payments and Potential Property Tax Revenues

Existing direct and indirect payments in lieu of taxes for natural
resource lands were described in detail in Chapter Four. Direct payments
in lieu of taxes received by the two pilot counties in Fiscal 1975 are
summarized in Table 22. Aitkin County received total direct payments of
$38,441, and Winona County received $12,743. Aitkin County also received
revenues of approximately $89,000 in Fiscal 1975 from tax-forfeited lands
under county management. Approximately 58 percent ($52,000) of these
tax-forfeited land revenues was used for the operating costs of the
County Land Commissioner's office. As indicated in Chapter Four, local
governments may also receive indirect aid related to public lands through
categorical grants including school aid, aid for rQad construction, and
revenue sharing. In addition, some services are prOVided to local areas
which partially compensate for lost revenues. Examples are DNR fire
protection services, and the contributions of the Conservation Officer
to local law enforcement.

Acquired Land. Current direct federal and State payments in lieu of taxes
in Aitkin County equal about 80 percent of the potential tax revenues on
acquired State and federal natural resource lands. Current in lieu pay
ments in Winona County equal approximately 21 percent of the potential
tax revenues generated by acquired natural resource lands currently in
State or federal ownership.

95



State and Tax-Forfeited Land. Current direct State payments in lieu of
taxes for natural resource lands and direct revenues generated by tax
forfeited lands in Aitkin County equal approximately 15 percent of the
potential tax revenues which might be generated by State and tax-forfeited
natural resource lands, if these lands were in private ownership. The
current State payments in lieu of taxes in Winona County are equivalent
to approximately 21 percent of the potential tax revenues which might be
generated if State-owned land in that county were in private ownership.

All State, Federal and Tax-Forfeited Lands. Revenues from tax-forfeited
lands and current State and federal payments in lieu of taxes for natural
resource lands in Aitkin County equal about 15 percent of the potential
tax revenues from these lands if they were in private ownership. Current
State and federal payments in lieu of taxes in Winona County equal about
27 percent of the potential tax revenues which might be generated by all
State and federal natural resource lands if these lands were in private
ownership.

Principal Observations and Conclusions

The principal observations and conclusions which have been drawn from the
research related to property tax revenues and public natural resource
lands may be summarized as follows:

1. Local tax revenues are clearly affected by the existence of public
natural resource lands within the pilot counties. The extent to
which the existence of these lands reduces the need for services,
if owned privately, and the extent to which they create increased
value for private property cannot be calculated.

2. The respective pilot counties appear to be less dependent upon local
property taxes than the average county in Minnesota. Property taxes
accounted for 29 percent of the county revenues in Winona County and
23 percent of county revenues in Aitkin County. Local property taxes
account for 36 percent of 1974 county revenues in the average Minnesota
county. The trend in Minnesota is a dramatic reduction in local govern
ment reliance upon property taxes to support governmental expenditures.

3. When all types of State, federal and tax-forfeited natural resource
lands are considered, current direct federal and State payments in
lieu of taxes (including direct revenues from tax-forfeited lands)
account for less than one-fifth of the potential tax revenues which
might be generated from these lands, if the lands were all in private
ownership. If only acquired lands are considered, direct State and
federal payments account for 21 percent of potential tax revenues in
Winona County and 80 percent of potential tax revenues in Aitkin
County.

4. It is recommended that both acquired and non-acquired lands, including
tax-forfeited lands dedicated and managed for a public purpose, be
included in any payments systems. Evidence suggests that there
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TABLE 22
TYPES OF STATE AND FEDERAL NATURAL RESOURCE LANDS AND RELATED PAYMENTS'

"'"

Type of Land

State Fores ts

State Parks

Wil dl ife l1anagement
Areas

ConsoI i dated
Conservation Areas

Trust Fund Lands

Tax-Forfeited Lands

Law Enforcement,
Publ i c Access,
DNR Administration

Type of Payment

50% of gross revenues from acquired
or tax-forfeited land.

None.

35% of gross revenues or 50¢/acre,
\·/hi chever is greater; from acqui red
I and used for publie hunti ng grounds
or game refuges.

50% of gross revenues, plus up to
$I,OOO/year for administration.

Payment per student distri buted
equally throughout the State as
part of categorical aid for schools.

80% of gross mi neraI roya lti es and
recei pts; counti es may aI so keep all
revenues from sales, leases, timber,
etc., which are a result of county
management of the lands.

None.

Amount of Payment in Fiscal 1975
Total State Aitkin County Wi nona County

$99,794 $9 $1,496

$138,643 $996 $10,149

$218,664 $33,582 No eligible
land

Not di rectly reI ated to the location of public lands

$794,519 $0 $0

FEDERAL

National Forests(2)

National Parks(2)

Wil dl ife l1anagement
Areas

Corps Lands (2)

BLI1 Lands(2)

Indi an Lands

3/4 of 1% appraised value of
acquired wilderness lands (BWCA),
pI us 25% of net revenues.

None.

3/4 of '1% appraised value of
acquired lands or 25% of net
revenues, whichever is greater,
pI us 25% of net revenues from
public domain lands.

75% of revenues from fee titl e
lands.

25% of net revenues from acqui red
lands.

None.

$453,814

$169,974

$8,952

$0

No eligible
land

$3,854

$0

$0

No eligible
land

$790

$308

$0

TOTAL DI RECT PAYI1ENTS
State
Federal
(Tax-Forfeited County Revenues)

PERCENT OF POTENTIAL TAX REVENUE(3)
State and Federal Acquired Land Alone
A11 State and Federal Natura I Resoyr~e Land (4)
State and Tax-Forfeited Land Alone\4}

$1,884,360
$1,251,620

$632,740

$38,441 $12,743
$34,587 $11,645

$3,854 $1,098
($89,000) (-- )

80% 21%
15% 21%
15% 27%

I)Sources: Individual agencies (see Chapter Four).
2lNew federal legislation provides for payments of 75¢/acre minus existing payments for certain federal lands.
3 See Tables 19 and 20.
l)County revenues from tax-forfeited land included in calculations.
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is very little difference between the two types of land with respect
to service demands or potential marketability. The distinction does
not reflect current conditions, but rather historical patterns.

5. Current direct State and federal payments to the two counties
represent 9 percent of 1974 county revenues in Aitkin County, and
2 percent of 1974 county revenues in Winona County. .

6. Consideration of probable loss of property taxes, as a result of
natural resource land holdings alone, does not consider the public
purposes being served, direct and indirect payments, and the services
being provided as a result of these holdings.
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CHAPTER EIGHT

ALTERNATIVE APPROACHES TO pAYMENTS IN
LIEU OF TAXES FOR TAX-EXEMPT LANDS

The purpose of this chapter is to describe alternative compensation
approaches which might be used as a basis for making payments in lieu of
taxes for tax-exempt lands including public natural resource lands. It
is not a recommendation for payments in lieu of taxes; rather~ its purpose
is to set forth alternatives for consideration in evaluating the need for
payments in lieu of taxes and selecting the appropriate method by which
such payments might be made. It is the goal of the Public Lands Impact
Study to evaluate the impacts of all types of tax-exempt lands on local
units of government. The first phase of the study has involved an eval
uation of only State and federal natural resource lands. There are a
number of factors supporting the desirability of a single payment system
covering all tax-exempt lands if payments are to be made. Consequently~

the remaining classifications of tax-exempt property should be examined
before developing definitive legislative programs.

Alternative Compensation Approaches

Available literature coupled with the pilot area evaluations and other
research activities undertaken as part of the first phase of the Public
Lands Impact Study have led to the identification of several alterna
tive approaches to payments in lieu of taxes. The alternatives which
will be described in this chapter include the following:

1.

2.

3.

4.

5.

No payments

Payments based on shared revenues

Payments based on property taxes generated prior~to acquisition

Payments based on current appraised value

Payments based on a flat rate per acre

6. Graduated scale of payments taking into consideration land charac
teristics such as acreage~ use of facilities~ land use classifica
tion~ location of land~ land value, etc.

7. Service charges, exchanged services~ or payments based on estimated
service demands
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8. Payments based on a cost-benefit ratio or formula.

9. Payments based on square footage and acreage (revenue capacity)
formula

Each of these alternative approaches to payments in lieu of taxes is
described below.

No Payments. While no payments should be considered as an alternative,
the research undertaken in Phase I of the Public Lands Impact Study
sustains a case for direct assistance for natural resource lands. This
is supported by the statewide purpose served by public natural resource
lands, the desirability of preserving those lands, their uneven distribu
tion, the requirements for locally supplied services, and the reduction
of taxable lands. Furthermore, the existence of current direct and in
direct payments sets a strong precedent for such payments to local units
of government.

Shared Revenues. At the present time most payments related to natural
resource lands in Minnesota are based on the concept of shared revenues.
That is, a certain portion of revenues directly generated by the private
use of various land holdings is returned to the county, and redistributed
by the counties to townships and school districts as if the monies were
taxes collected for the land. The concept of shared revenues has been
the primary basis for payments in many other states as well as by the
federal government. The major disadvantages of this payments system
are: (1) it is very difficult and very costly to administer, (2) local
communities cannot predict the level of payment from one year to the next,
and (3) it may cause pressure to use the land to generate revenues rather
than for a more appropriate public use.

Payments Based on Prior Property Taxes. The precedent for this type of
payment in Minnesota is provided by legislation covering new acquisitions
for Voyageurs National Park and Wild River State Park. In each case,
payments during the first year are equivalent to a specified portion of
the taxes levied on the property in the year prior to acquisition.
Subsequent payments are made on a declining basis over a designated number
of years. The concept of declining short-term payments for new acquisi
tions is typically based on the argument that the impact of removing
the land from the tax rolls is most keenly felt at t~time of acquisi
tion. As the land is developed, the local government begins to accrue
benefits that offset the original tax reduction. It would be difficult
to use previously assessed taxes as a basis for long-range payments
since many public lands have never been on the tax rolls or were acquired
many years ago.

Payments Based on Current Appraised Value. Under this system, payments
would be determined in the same manner as private property taxes are
calculated. Tax-exempt lands would be periodically appraised by either
a State/federal agency or county assessors. Theoretically, this payments
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system would reflect both land value and service demands. Its principal
disadvantages are the cost of appraisals and the difficulty in main
taining statewide uniformity in appraisals. Significant amounts of public
natural resource lands have never been appraised. If this system were
initiated, care would have to be taken to assure that exempt lands were
not appraised at values above or below adjacent properties. Improper
appraisals could create a need to reappraise private taxable properties.

Payments Based on a Flat Rate Per Acre. The most popular approach to
in lieu payments for public natural resource lands at the present time
is a flat rate payment per acre of land. The federal legislation re
cently passed by the U.S. Congress authorizes a payment of 75¢ per acre
minus any existing: payments. (The total payment per county is also limited
by a population index.) One of the major advantages of a flat rate per
acre payment is its ease of administration -- minimum data are required
to calculate the payment due. This potential benefit is lost if current
payments are continued using existing formulae. The major disadvantage
of this system is that it does not relate directly to the service demands
of the land,and it is not very adaptable to future changes in conditions
or impacts. A flat rate per acre payment also does not reflect varia
tions in land value among different parts of the State or among different
land uses.

Graduated Scale of Payments Per Acre Based on Assumed or Calculated
Value. A graduated scale of payments per acre based on assumed land
values might more truly reflect the varying degree of impact in local
communities. This type of system could take into consideration any
number of factors influencing land value. Examples of factors which
might be considered include acreage, location (urban or rural), struc
ture value, population, land use, etc. Model or pilot areas might be
selected representing a cross-section of factors and community·types
by which to compute assumed values based on changing condttions. One
of the principal advantages of this system is its potential ability
to include all types of tax-exempt lands within a relatively simple
administrative system which would reflect variations throughout the
State.

Service Charges. One of the primary impacts of tax-exempt land upon
local governments is the cost of providing local seryices without ade
quate compensation through local tax revenues. These costs might be
reimbursed through direct service charges or payments in lieu of taxes
based on estimated service' requirements. As an alternative, State and
federal agencies might provide other services in exchange for the needed
local activities. Some service charges are currently paid in Minnesota
for selected services to public natural resource lands.

Cost-Benefit Ratio or Formula. In theory, the best and most equitable
system of payments in lieu of taxes would be based on a detailed cost
benefit ratio or formula which directly related the actual cost of tax
exempt lands to the actual benefits accrued by the local unit of govern-
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ment. In reality, however, the data required to develop a rigorous
cost-benefit "balance sheet" is clearly not available at the present
time. Some impacts, particularly those which are indirect, are not
quantifiable; and the system would be difficult and costly to develop
and maintain.

Revenue Capacity Factor Fo~Za. In a Virginia study of property taxes,
the suggested payments formula was based on acreage and square footage
in relationship to the total revenue generated by local taxation. The
average rewenue per acre of 1and and per square foot of improvement was
determined by dividing total taxes by total taxable acres and square feet
of improvements, respectively. Thi s "revenue capac ity factor" coul d
then be applied to tax-exempt properties to determine payments. In
Virginia, this formula was further refined by relating total service
costs to total tax revenues. A coefficient was then applied to the po
tential tax bill of the tax-exempt property to determine the amount of
payment. The major advantage of this system is its ability to reflect
local differences in local land values, service levels and tax rates.
The major disadvantages are that some data, especially that related to
improvements, are not readily available at the present time; and the
formula may not be readily understood by individual taxpayers.

Principles to Consider in Evaluating Alternative Approaches

There are a number of issues which should be considered as the alter
native approaches to in lieu payments described above are evaluated for
their potential use in Minnesota. Each of the alternative approaches
and the major evaluation criteria listed below are interrelated in
Table 23. Some of the most important questions related to principles
of compensation include the following:

Visibility to Taxpayers. Any in lieu of tax payments should be clearly
tied to tax-exempt lands. One of the major problems related to existing
payments for public natural resource land in Minnesota is that local
officials and individual taxpayers are unaware of many direct and
indirect payments which are related to natural resource lands in their
comnuniti es.

Relationship to Local Needs. Payments should be related to the fiscal
needs of local units of government. Local fiscal ne~ds are related to
local tax revenues available in the community and the expenditures for
services being provided by the local unit of government.

Relationship to Service Demands. Payments should be related to the ser
vice demands created by tax-exempt lands. Payments formulae ideally should
take into consideration both the direct services being provided to the
tax-exempt land and the indirect service demands created by the land
holding (for example, increased law enforcement problems outside the
land holding).
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Ease of Administration. While a complex system of payments could increase
the precision of determining the amount of payment, such systems could
conceivably cost more to administer than the amount of the payments dis
tributed. Other administrative questions should also be considered.
How easy will the payment formula be to administer? What level of govern
ment should be responsible for determining the payments? How should
the payment be initiated?

Availability of Data. The general data requirements for the alternative
approaches described above are identified in Table 24. Clearly, the more
data required, the more difficult the payment system will be to administer
and the more costly it will be to collect data and maintain system accuracy.
A multiplicity of factors may also lead to increased challenges as to
fairness of the payment amount.

Degree of Equity. It has been suggested that the benefits of State and
federal natural resource lands are distributed throughout the entire
State while the costs of servicing these lands is borne primarily by in
dividuals living in the locality. Any State payments above the revenues
generated by the land would require financing through some form of taxation,
probably from the general fund through the State income tax. While it
may be argued that any shift away from property taxation to progressive
income taxation makes the system more equitable on an individual basis,
it could result in disproportionate taxation of individuals in areas with
little public land.

Adaptability to Changing Conditions. Payments ideally should have the
ability to adapt to changing conditions and to respond to the particular
impacts of new acquisitions. As the impacts of the tax-exempt land change
and as inflation and developmental patterns change the value of land,
it would be desirable to have a payment formula which would be .sensitive
to these changes. It has been suggested that new public acquisitions
place additional stress on the local community because the lands are
removed abruptly from the local tax base. Short-term payments made on
a declining basis may be an appropriate consideration in any payments
in lieu of taxes formula.

Costs. The cost of the payments system is also an important consideration.
The administrative complexity of this system clearly will have an impact
on the cost of the payment system. Excessive administrative costs at
either the Stateor the local level could completely offset the ability
of the payment to respond to the servic.e demands and tax revenue impacts
of tax-exempt lands.

Predictability of Payments to Local Governments. Payments should be
predictable so that local units of government may anticipate or project
future revenues.-



TABLE 23
MATRIX OF EVALUATION CRITERIA AND ALTERNATIVE APPROACHES TO PAYMENTS IN LIEU OF TAX FOR TAX-EXEMPT LANDS

Al ternative
Approaches

1. No Payments

2. Sha red Revenues

3. Previously
levied Taxes

4. Appra i sed
Value

5. Flat Rate
Per Acre

6. Graduated Scale
Per Acre Based
on Assumed
Value

7. Service Charges

8. Cost-Benefit

g. Square Footage
Formula

Visibility to
Taxpayers

None

Slight to none

Highly
Visible

Highly
Visibl e

Highly
Visible

Highly
Visible

Sl ight to
None

/10derate1y
Visible

Highly
Visibl e

Relationship
to Local Needs

None

Indirect; may
have no
relationship
to need

Oi rect
relationship
to impacts on
tax base

Di rect
re1a ti onshi p
to impacts on
tax base

Indirect
relationship

Direct
relationship
to impacts on
tax base

Indirect
relationship

Very direct
relationship

Di rect
relationship

Relationship
to Service
Demands

None

Indirect; may
have no
relationship
to service
demands

Indirect
relationship
to service
demands

Indirect
"e1ationship
to services
provided by
local
government

Indirect
relationship

Could be fairly
direct relation
ship if problems
considered in
assumed value

Very direct
relationship
to problems

Very direct
re1ationship

Indirect
relationship
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Redistribution Impact
or Degree of Equity

Remains same

tlatural resource lands
"hi ch don't generate
revenue would have
higher negative impact.

Areas "lith higher tax rates
"auld receive highest pay
ments; areas "lith little
na tura 1 resource 1ands
might have increased taxes.

Areas "Iith higher land
values and level of service
"auld receive highest pay
ments. Areas "lith 1ittl e
natural resource lands might
have increased taxes.

Areas wi th most acreage
"Iould receive highest
payments regard1 ess of
services or impacts.
Areas "ith little natural
resource lands might have
increased taxes.

Hould be very equitable
system if consider popu
lation, acreage, land use,
land values, etc. Areas
"ith little natural resource
lands might sti 11 have
higher taxes.

Hou1d provide payment for
1oca1 servi ces "ithout
affecting taxes in other
areas. Some inequity re
lated to impacts on tax
base would continue.

In theory very equitable.
Areas "ith little natural
resource land might have
higher taxes.

In theory very equitable.

Ease of
Administration

No administration

Requires very detailed
recordkeeping; many
different 1a"s and
formulae are in
effect.

Extremely difficult
for old acquisitions;
relatively simple for
new acquisitions.
tlo taxes ever levied
on some lands.

Periodic land appraisal
"auld be required by
State or local govt.
Uniformity of appra i sa1
might be difficult.

Very easy to
admi ni ster.

Some"hat difficult
to administer since
considerable data
required.

Relatively easy
to administer.
Uniformity of
service charges
mi ght be problem.

Very difficult
to administer.

New data required
to establish; but
relatively simple
to administer.
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TABLE 23
IContinued)

Availabi1 ity of Data Adaptabil ity to Predictabil ity of Costs to State C01Tl11ents
Changing Conditions Payments to (Availability of

Loca 1 Governments Resources)

No data required None None None

Data presently call ected Revenue may change Wlll vary from year All costs paid Currently in effect to
without regard to to year (sometimes for by revenues some extent in ~Iinnesota.

lmpacts; legislation extremely) . from land; admin- Management policies which
requi red to change istrative costs produce revenue may not
formula. somewhat high. ah,ays be desirable. Local

governments cannot project
future revenue.

Only available for recent Extremely poor Would be reduced in Could be very high Probable best used to
acquisitions; no central adaptability unless relation to land value un1ess maxi mum pay- counteract special impacts
source of data. slidlng scale for through time. flJnount ment set j wou 1d of new land acquisition.

payments introduced. of payment predlctab1e. decrease in rela-
tion to land value
through tlme.

New land appraisals would Very adaptable if Payment \'Iould increase Could be very high Could be applied to all types
be required, no central lands reappraised "ith land value and unless maximum pay- of tax-exempt 1ands if
source. peri ad i ca lly. inflation; amount of ment set; would structures included. Admin-

payment relatively increase in rela- istration costs may be high.
predlctab1e. tion to value and Value may not reflect public

inflation; cost of expenditures required by
appralsa1 very high. the property.

Data presently available Not very adaptable Predictable amount of Depends on per acre IIou1d not be suitable for
in central source. unless sliding payment; "IOU1d be payment, \'Ioul d de- other than natural resource

sea1e for payments reduced in relation crease in relation lands (i.e .• 10" acreage
introduced. to land value through to va 1ue through but high value lands and

time. time; maximum pay- structures) . Current
ment mi ght be needed proposals in legislature;
to avoid "indfall. federa 1 precedent.

Most data currently available flat very adaptab Ie Predictable amount Could be high Reflects both local need
from central source but unless assumed values of payment unless maximum and services provided
periodic updating "auld be revie"ed periodl- payments set. "ahout cost of actua1
required. cally; could be very Adminlstrative appraisals. Could exempt

adaptable. costs might be certain lands with proper
some"hat high. formula.

Minimum data required; local Very adaptable to Not predlctable; only Relatively low. Currently in effect to
government "ou1 d bill for increase or decrease reimbursement for Probably less some extent in ~linnesota.
services rendered. 1n services. serv1 ces rendered. than average

revenues from
land.

Adequate data is not Very adaptable flat predictable Could be very high flat a feasible
available and "auld be payment. but unless maximum alternative.
very difficult to obtain. theoretl ca lly adequate payment set.

compensation. Extremely high ad-
ministrative costs.

Data on acreage currently Very adaptable Predictable payment; Could be high Could maintain local autonomy
available; data on direct relationship unless formula and reflect local differences
structures may not be to tax loss. limited payments. if administered locally.
available. Formula may be difficult

for individual taxpayers
to understand readily.
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TABLE 24
MATRIX OF DATA NEEDS FOR ALTERNATIVE APPROACHES TO PAYMENTS IN LIEU OFTAX FOR TAX-EXEMPT LANDS'

Data

location

Acreage

Owner

PreY; DUS Owner

Funding Authorization

Appraised Value

Prey; DUS Appra i sed Value

Land Use(s)

Facilities & Structures

Revenues from land

Current Hi 11 Rates

Services Provided

Benefits of Land

Current 1Dca1 taxes and
expenditures

Graduated Scale
Previously Per Acre Based on'

No Shared levied Appraised Flat Rate Gross Estimated Serv1ce Cost-Benefit Square Footage
PaYlOOnts Revenues Taxes Value Per Acre of Value Charges Ratio Formula

(l)X means data required (mayor may not be currently available),

Principal Observations and Conclusions

As indicated at the beginning of this chapter, it is not the intent of
this report to recommend a payments in lieu of taxes system 'at this time.
This summary report documents the research which has been undertaken as
part of Phase I of the Public Lands Impact Study focusing on natural
resource lands. Conclusions regarding payments in lieu of taxes for
public natural resource lands which may be drawn from this first phase
of research may be summarized as follows:

1. A case can be substained for direct assistance to impacted local
governments on some uniform, easy to administer basis. This is
supported by the statewide purpose served by public natural resource
lands, the desirability of preserving those lands, their uneven dis
tribution, the requirements for locally supplied services, and the
reduction of taxable properties.

2. There are a number of factors supporting the desirability of establish
ing a single payment system covering all tax-exempt lands if payments
are to be made. Consequently, it appears desirab1~ to examine the
remaining classifications of tax-exempt property before developing
definitive legislative programs.

3. Any payments system selected ideally should be: (a) visibly tied
to tax-exempt land ownership, (b) relatively simple to administer,
(c) require a minimum of data, (d) related to local fiscal needs,
(e) related to the service demands created by the land, (f) adaptable
to changing conditions, (g) as equitable as possible, (h) predictable
to local governments, (i) a reasonable cost, and (j) responsive to
new acquisitions.
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4. All types of State owned natural resource lands (acquired, trust,
and tax-forfeited) should be included in the payments system. The
State should not make payments for federal natural resource lands
since the federal government is already making direct and indirect
payments related to these lands.

5. Any payments system should support public land acquisition, disposal
and management policies.

6. It is the explicit policy of the State to return all tax-forfeited
lands not required for public purpose to private ownership. The
payments system should reinforce this policy by:

a. Making payments for those tax-forfeited properties dedicated to
perpetual public purpose or use.

b. Making payments for the tax-forfeited properties which the
counties are making a bona-fide attempt to sell but which have
not yet been privately purchased.

c. Requiring substantial additional payments from state agencies
which are restricting the sale of tax-forfeited properties (par
ticularly in designated management areas) but are not actively
pursuing acquisition.

7. A hold harmless consideration should be included initially in any
payments formula. This should be tied to the total payments received
in some base year, not the continuation of existing payments. To
continue existing payments in addition to a new formula would in
crease both administrative costs and the current misunderstandings
related to State payments in lieu of taxes.
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PRINCIPAL AGENCIES CONTACTED

Federa1 Agenci es

Bills Status Office
Bureau of Indian Affairs

Realty Division, Bemidji
Realty Division, Minneapolis

Bureau of Land Management
Colorado Senator Gary Hart (sponsor of P.L. 94-565)
Corps of Engineers

Real Estate Division
Housing and Urban Development

Property Disposition Division
Rice Lake National Wildlife Refuge
U.S. Fish and Wildlife Agency
U.S. Forest Service

Chippewa National Forest
Superior National Forest

Upper Mississippi National Wildlife and Fish Refuge
Voyageurs National Park

State Agencies

Department of Administration
Intergovernmental Information Services Advisory Council
Real Estate Management Division

Auditor (State Auditor)
County Audit Division
Municipal Reporting Unit

Department of Economic Development
Tourism Division

Department of Education
Research, State Aids and Statistics

Department of Finance
Land Documents
Statewide Accounting

Historical Society (Minnesota Historical Society)
Field Services, Historic Sites and Archaeology Division

Iron Range Resources and Rehabilitation
Legislature

Senate Natural Resources and Agriculture Committee
Senate Council Division
Office of Senate Research



Metropolitan Council
Minnesota Land Management Information System
Department of Natural Resources

Administration Assistant Commissioner
Administrative Services

Field Services Section
Fiscal Section
Resources 2000

Environmental Planning and Protection Bureau
Land Use Planning

Enforcement Division
Information Officer
Conservation Officer in Winona County

Fish and Wildlife Division
Wildlife Section
Wildlife Manager, Winona Area

Forestry Division
Fire Protection Unit
Forest Management Section
Forest Resources and Products Section
Hill City Area Forestor
Lewistown Area Forestor

Land Bureau
Records Section
Sales and Lease Section

Parks and Recreation Division
Central Office
Savanna Portage State Park
Whitewater State Park

Mineral Division
Mineral Lease Administration

Water Division
Department of Revenue

State Board of Assessors
Tax Research Division

State Planning Agency
Environmental Planning
Local and Urban Affairs

Department of Transportation
Office of Right-of-Way
State Aid

Treasurer's Office

County Agencies

Aitkin County
County Assessor
County Auditor
County Engineer
Land Commissioner
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Registrar of Deeds
Sheriff
Treasurer
Zoning Administrator

Hennepin County
County Assessor
Hennepin County Park Reserve District

Wabasha County
County Assessor
County Auditor
Registrar of Deeds

Winona County
County Assessor
County Auditor
County Eng i neer
Planning Director
Recorder
Sheriff
Treasurer
Elba Township Chairman
Whitewater Township Chairman
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